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Oil:  An  Economic  Key  to  Peace 


BY  BLAIR  BOLLES 

HOWEV^ER  vast  and  strong  the  political  structure 
of  the  post-war  world  may  eventually  prove  to  be, 
it  will  be  built  of  small  stones — in  other  words,  of 
agreements  among  nations  on  specific  problems 
whose  solution,  one  by  one,  on  a  cooperative  basis 
will  strengthen  governments  in  their  attempt  to 
develop  an  effective  international  organization.  Of 
the  principal  specific  problems  now  untler  consid¬ 
eration  that  of  oil  looms  particularly  important. 
This  precious  commodity  is  essential  to  the  func¬ 
tioning  of  tweiitieth  century  peacetime  economy,' 
the  conduct  of  twentieth  century  warfare,  and  fu¬ 
ture  arrangements  for  national  or  international 
military  security.  All  countries  need  and  want  oil, 
but  only  a  few  produce  it.  The  problem  of  oil  has 
been  brought  to  the  forefront  in  this  country  and 
abroad  by  the  announcement  on  February  6,  1944 
that  the  United  States  government  intended  to 
finance  the  construction  of  a  pipeline  to  carry  oil 
from  petroleum  fields  owned  by  American  con¬ 
cerns  in  Saudi  Arabia  and  the  Sheikhdom  of  Ku¬ 
wait  to  an  outlet  somewhere  on  the  Mediterranean 
Sea.^ 

Oil  is  among  the  costly  items  with  which  the 
Allies  arc  paying  for  their  drive  to  victory.  Petrole¬ 
um  products  like  fuel  oil,  gasoline,  Diesel  oil  and 
lubricants  made  possible  the  military  successes  of 
the  first  months  of  1944 — ^  landings  in 
France,  our  naval  progress  across  the  Pacific,  Gen¬ 
eral  Douglas  MacArthur’s  April  invasion  of  Dutch 
New  Guinea,  the  Allied  offensive  in  Italy,  the 
2,000-planc  raids  on  Germany,  and  the  transporta¬ 
tion  to  Britain  of  the  vast  quantities  of  material 
needed  for  the  invasion  of  western  Europe  as  global 
operations  expand.  Toluol  explosive  for  bombs  and 
shells  is  a  petroleum  product.  Synthetic  rubber 
manufacture  requires  petroleum. 

1.  Ff)r  a  striking  tonimcnt  on  the  importance  of  petroleum 
to  our  peacetime  life,  see  F.  W.  Zimmerman,  World  Resources 
and  Industries  (New  York,  Harper  anti  Brother,  1933),  p.  515, 
footnote:  "Petroleum  products  rank  first  amonf;  rail  shipments 
of  manufactured  prtxlucts.  AccordinR  to  the  Interstate  Com¬ 
merce  Commission,  carload  shipments  of  refined  petroleum 
products  ori^rinatin;;  on  Class  I  railroads  amounted  to  64.2 
million  tons  in  1929  and  47.4  million  tons  in  1930.” 

2.  Subsequently  the  government  abandoned  its  plan  for  con- 
structinR  the  pipeline.  See  New  Yorl(  Times,  June  21,  1944. 
The  line  may  yet  be  built  by  private  capital. 


Unlike  the  water  in  the  ocean  and  the  wine  in 
the  Greek  pitcher  of  mythology,  petroleum,  ex¬ 
tracted  from  beneath  the  ground,  is  not  self¬ 
replenishing.  Each  day  of  war  leaves  the  world 
poorer  in  petroleum,  and  as  the  supply  dwindles, 
the  demand  increases.  The  oil  wells  of  the  world 
produced  2,247,249,000  barrels^  (42  U.S.  gallons 
to  the  barrel)  in  1943;  that  was  10.8  per  cent  above 
the  production  for  1942,  and  the  consumption  in 
1944  is  expected  to  exceed  that  of  1943.  The  entire 
world’s  production  of  1943  represented  about  one- 
twentieth  of  the  earth’s  output  since  1859,  when  the 
modern  history  of  petroleum  begins.  The  United 
States  supplied  1,571,563,000  barrels  in  1943— so 
large  an  amount  that  Petroleum  Administrator 
Harold  L.  Ickes  commented  that  “American  in¬ 
terests  are  supplying  a  disproportionate  share  of 
the  oil  required  for  the  conduct  of  the  war.’’"*  Early 
this  year  Ickes  said:  “Our  reserves  in  this  country 
have  a  relatively  short  life  expectancy  of  14  years.”' 

Although  geologists  do  not  unanimously  share 
Ickes’  apprehension  that  we  are  approaching  the 
end  of  our  petroleum  wealth,  concern  over  the 
declining  level  of  oil  reserves  caused  the  Senate 
last  March  to  set  up  a  special  oil  committee  under 
the  chairmanship  of  Francis  Maloney,  Democrat, 
of  Connecticut.  The  Senate  asked  the  committee 
to  determine  the  extent  of  our  need  for  a  foreign 
petroleum  policy.  Obviously  if  the  oil  which  the 
United  States  needs  is  not  to  be  obtained  at  home, 
it  must  come  from  abroad.  Moreover,  we  have  a 
stake  in  foreign  oil  even  if  our  dome.stic  produc¬ 
tion  is  sufficient  for  our  own  requirements,  for 
American  companies  are  engaged  in  drilling 
abroad  in  competition  with  companies  of  other 
nations,  and  our  navy  needs  oil  for  fuel  wherever 
it  goes. 

At  the  same  time,  our  basic  interest  in  world 
[Tcace  and  friendship  would  be  jeopardized  by  any 
attempt  to  develop  a  foreign  petroleum  policy  with¬ 
out  reference  to  the  needs  of  other  countries. 

The  OtI  Wee/^ly  Forecast  Number,  January  31,  1944,  p.  7®- 

4.  Letter  to  Senator  James  Mead  of  New  York.  Published  in 
Report  No.  to.  Part  75,  of  the  Special  Committee  Investigating 
the  National  Defense  Program  (Truman  (Committee).  United 
States  Senate,  78th  Congress,  2d  Session,  p.  ii. 

5.  Ibid. 
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Collaboration  in  the  distribution  of  necessary  com¬ 
modities  like  oil  is  preferable  to  imperialistic, 

I  unilateral  exploitation  of  such  natural  riches. 

I  If  we  are  to  avoid  hostilities  among  nations  en- 
j  gaged  in  a  competitive  race  to  obtain  a  share  of 
,  oil  resources,  a  world  oil  agreement  should  be 
I  reached  which  would  have  two  objectives:  to  pro¬ 
vide  equal  access  to  petroleum  sources  and  an 
equitable  distribution  of  petroleum  products;  and 
to  supervise  the  international  movements  of  oil  so 
as  to  discourage  aggressive  warfare,  which  cannot 
be  waged  without  oil  fuels. 

ARABIAN  PROPOSAL 

The  United  States  made  a  move  toward  inter¬ 
national  agreement  in  the  autumn  of  1943,  when 
the  State  Department  sounded  out  the  British  gov- 
j  ernment  concerning  the  desirability  of  a  conference 
)  between  British  and  American  officials  about  a  com- 
j  mon  oil  jxiliey  after  the  war.  Fearing  that  diplo¬ 
macy  might  move  too  slowly,  the  Petroleum  Re- 
'  serves  Corporation  and  the  Navy  Department  de- 
I  cided,  before  the  British  answered,  to  take  steps  that 
would  bring  the  issue  into  the  open.  Some  mem- 
j  bers  of  the  Administration  at  that  time  also  were 
[  apprehensive  that  American  interests  might  lose 
,  hold  of  their  oil  concession  in  Saudi  Arabia.  The 
Arabian  American  Company,  owner  of  the  con¬ 
cession,  approached  the  Administration  “in  a  state 
of  concern  and  urged  the  American  government  to 
protect  those  American-owned  deposits.”*"  While 
i  the  oil  company  had  made  pre-payments  against 
royalties  to  King  Ibn  Saud  of  Saudi  Arabia,  the 
British  government,  which  had  no  concession  in 
that  country,  was  advancing  considerable  sums  to 
j  the  Arabian  king  in  apparent  competition  with 
:  the  company.^ 

(  The  first  thought  of  Ickes,  who  is  president  of 
j  the  Petroleum  Reserves  Corporation,  and  of  Com- 
I  modore  A.  F.  Carter,  the  navy’s  petroleum  adviser, 
I  was  that  the  United  States  government  should 
strengthen  our  position  in  Saudi  Arabia  by  buy- 
,  ing  stock  in  the  American  Arabian  Oil  Company. 

Negotiations  toward  that  end  in  October  and 
j  November  1943,  however,  were  inconclusive.  As  an 
)  alternative  plan.  Commodore  Carter  proposed  in 
I  January  1944  that  the  government  finance  by 
j  means  of  a  loan  the  construction  of  a  pipeline  from 
I  the  Saudi  Arabian  and  Kuwait  fields  to  the  Medi¬ 
terranean.  The  pipeline  was  to  have  a  capacity  of 
300,000  barrels  a  day,  at  a  cost  of  about  $125,000,000 
to  be  amortized  over  twenty-five  years.  The  agree- 

6-  Secretary  of  the  Navy  Frank  Knox,  March  22,  1944.  Hear- 
I  tnp  on  Navy  Department  Appropriation  BUI,  House  Appropri¬ 
ations  Committee,  78th  Congress,  and  Session,  p.  1138. 

7.  Ibid. 


ment  was  to  provide  that  the  producing  companies 
maintain  a  reserve  of  1,000,000,000  barrels  for  mili¬ 
tary  use. 

This  was  the  pipeline  proposal  which  Harold 
Ickes,  Petroleum  Administrator  for  War,  made 
public  on  February  6.  It  caused  surprise  to  Anthony 
Eden,  British  Foreign  Secretary,  who  told  the 
House  of  Commons  on  February  9  that  he  knew 
nothing  about  it.*’  Soon  after  the  blunt  announce¬ 
ment  that  the  United  States  Government  intended 
to  build  a  pipeline  in  a  distant  region  where  other 
governments  possessed  older,  deeper  and  possibly 
firmer  political  interests  than  this  country,  British 
oil  experts  opened  preliminary  conversations  on 
April  19  in  Washington  with  a  special  American 
group  appointed  by  the  State  Department.  The 
conversations  continued  until  May  3.’  Meanwhile, 
in  an  attempt  to  reconcile  American  and  British 
political  and  economic  interests  in  the  Middle  East, 
the  United  States,  through  the  special  mission 
headed  by  Edward  R.  Stettinius,  Jr.,  Undersecre¬ 
tary  of  State,  participated  in  negotiations  in 
London. 

These  talks  may  lay  the  groundwork  for  an 
eventual  international  agreement  on  oil  that  would 
modify  our  pipeline  plan.*®  Prospects  for  such  an 
agreement  will  depend  on  the  extent  to  which  the 
United  States  thinks  through  the  foreign  political 
implications  of  our  jaetroleum  problem,  and  on 
the  opportunity  it  affords  other  oil-owning  gov¬ 
ernments  to  participate  in  an  international  under¬ 
standing.  For  all  countries  would  be  affected  by 
any  decision  on  oil — exploiters  and  exploited,  buy¬ 
ers  and  sellers. 

CONFLICTS  OVER  OIL 

Oil  as  an  international  commodity  has  a  long 
history  of  commercial  and  diplomatic  conflict,  aris¬ 
ing  from  rivalry  over  its  extraction,  refining,  dis¬ 
tribution  and  marketing.  These  conflicts  have  been 
particularly  notable  in  the  Middle  East,  “which 
contains  the  greatest  known  pool  of  oil  in  ex¬ 
istence  in  the  world.”'*  Foreign  companies  and 

8.  New  Yorl(  Times,  February  lo,  1944. 

9.  U.S.  State  Department,  Bulletin,  March  11,  April  15,  April 
22,  anil  May  6,  1944. 

to.  President  Roosevelt,  press  conference,  June  2,  1944.  Sec 
New  Yoil(  Times,  June  3,  1944. 

II.  The  late  Secretary  of  the  Navy  Frank  Knox,  Hearings  on 
Naey  Department  Appropriation  Bill,  cited,  p.  1 1 37. 

On  February  i,  1944  E.  Degolyer,  chairman  of  the  Technical 
Oil  Mission  to  the  Middle  East,  Petroleum  Reserves  Corporation, 
Washington,  said  in  his  Preliminary  Report  that  “the  center 
of  gravity  of  world  oil  petroleum  is  shifting  from  the  Gulf  of 
Mexico-Caribbean  area  (in  which  major  United  States  fields 
are  included)  to  the  Persian  Gulf  area  and  is  likely  to  shift 
until  it  is  firmly  established  there.”  He  added  that  “in  any 
attempted  rating  of  undrilled  prospect  values,  Iran  and  Saudi 
Arabia  must  vie  for  first  place.” 
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governments  participated  in  the  development  of 
the  field  in  the  Middle  Eastern  countries  (knowl¬ 
edge  of  its  existence  dates  from  Biblical  times), 
and  have  drilled  in  other  important  producing  areas 
of  Mexico,  Colombia,  Venezuela,  the  Netherlands 
Indies  and  Rumania.  In  some  ways  the  govern¬ 
ments  to  which  the  foreign  companies  owe  al¬ 
legiance  have  assisted  the  countries  where  they 
drilled.  Britain,  for  instance,  has  sustained  Iran  as 
an  independent  state.  But,  at  the  same  time,  oil 
operations  have  created  a  number  of  difficulties  of 
a  sort  which  formal  understanding  might  eliminate 
for  the  future. 

CAUSES  OF  IRRITATION 

These  difficulties  take  a  variety  of  forms,  all  of 
which  have  proved  disturbing  to  world  peace. 
Some  governments  in  oil-rich  nations  irritate  the 
nationals  of  other  countries  by  imposing  special 
taxes  on  the  operations  of  foreign  oil  firms  extract¬ 
ing,  refining  or  selling  within  their  borders.  The 
Bolivian  and  Mexican  governments  have  expropri¬ 
ated  the  oil  properties  of  foreign  firms  in  their 
countries.  Russia  dispossessed  foreign  companies 
without  payment.  Rival  foreign  groups  exploiting 
the  oil  pools  or  the  oil  market  in  a  given  country 
have  sought  special  favors  from  the  local  govern¬ 
ment,  with  consequent  injury  to  less-favored 
rivals.  Political  maneuvering  of  that  kind  may 
have  hastened  the  coming  of  the  Mexican  Revo¬ 
lution  of  1911,  which  brought  about  the  overthrow 
of  President  Porfirio  Diaz.  The  behavior  of  oil- 
hungry  governments  after  World  War  I  reveals 
the  urgent  need  for  agreement  among  govern¬ 
ments  on  the  distribution  of  oil  after  this  war. 
Italy’s  resentment  toward  its  1914-1918  Allies — a 
resentment  that  abetted  the  aggressive  foreign  pol¬ 
icy  of  Mussolini — may  be  explained  not  only  by 
dissatisfaction  over  territorial  problems  like  Fiume, 
but  also  by  the  reluctance  of  Britain  and  prance 
to  let  Italy  have  at  once  a  share  in  the  oil  reserves 
of  Iraq,  which  had  been  a  part  of  the  defeated 
Ottoman  Empire,  but  had  been  assigned  to  Britain 
as  a  League  mandate. 

Although  no  country  yet  has  gone  initially  to 
war  to  obtain  oil,  at  least  one  major  enemy  cam¬ 
paign  of  this  war — the  1941  and  1942  German 
penetration  into  the  Caucasus — had  the  conquest 
of  oil-producing  areas  as  its  objective.’^  The  oil  of 
Sumatra  and  Borneo  was  among  the  temptations 
which  induced  Japan  to  attack  and  occupy  the 
Netherlands  Indies  in  1942.'^  Rumania  became  a 
Nazi  satellite  state  because  Germany  wanted  the 

12.  Joseph  E.  Pogue,  “Must  An  Oil  War  Follow  This  War?” 
Atlantic  Monthly,  March,  1944,  pp.  41-47. 


output  of  the  Ploesti  oil  fields,  just  as  the  Kaiser’s 
armies  for  the  same  reason  had  overrun  Rumania  b 
during  World  War  I.  During  this  war  Germany’s  P 
Middle  Eastern  policy  has  been  influenced  by  the 
desire  to  obtain  the  use  of  oil  fields  in  Iraq,  Iran,  b 
Saudi  Arabia  and  Bahrein  Island  in  the  Persian  ^ 
Gulf.*^ 

L 

BRITISH  OIL  POLICY  q 

The  Middle  East  has  long  been  the  scene  of  oil  a 

rivalry  between  the  United  States  and  Britain.  1 

Development  of  Middle  Eastern  oil  resources  is  at  i 

the  core  of  British  official  oil  policy,  based  on  the  ( 

determination  that  the  British  navy  will  be  su-  t 

preme  over  the  navies  of  its  potential  enemies.  This  ( 

policy  dates  from  March  3,  1913  when  the  Royal  j  s 
Commission  on  Oil  and  the  Oil  Engine,  of  which  1 

Admiral  Sir  John  Arbuthnot  Fisher  was  chair-  1 

man,  reported  in  its  final  memorandum  that  the  ; 

Navy  should,  in  the  interest  of  speed  and  efficien-  j  | 
cy,  fuel  with  oil,  which  had  to  come  from  abroad  | 

(the  British  Isles  produced  only  a  trifling  quan¬ 
tity  from  shale  in  Scotland),  instead  of  with  coal,  , 
which  the  British  Isles  produced  in  plenty.  Win¬ 
ston  Churchill,  First  Lord  of  the  Admiralty,  be¬ 
lieved  that  the  British  government  should  control  | 
a  source  of  oil.  On  July  13,  1913  the  House  of  < 
Commons  approved  a  suggested  agreement  by 
which  the  British  government  would  acquire 
shares  valued  at  £2,000,000  out  of  a  total  capital  of 
/^4,ooo,ooo  in  Anglo-Persian  (now  Anglo-Iranian) 
and  would  have  an  absolute  veto  on  company 
policy.” 

OIL  BOOTY  OF  WORLD  WAR  I  | 

The  United  States  hoped  that  this  country  would 
share  in  the  oil  booty  of  World  War  I  and  cen¬ 
tered  its  hopes  on  Mesopotamia,  site  of  the  rich  oil 
field  of  Mosul  which  was  part  of  the  spoils  of  war.  ^ 
Mesopotamia  (now  known  as  Iraq)  had  belonged  1 
to  the  defeated  and  partitioned  Ottoman  Empire. 

But  in  1919  Washington  began  to  fear  that  Britain 
intended  to  bar  Americans  from  the  Mosul  oil 
lands. 

I  Japan  has  been  c!isap|M>intcd  in  whatever  oil  hopes  it  might 
have  had  regarding  the  Netherlands  Indies,  according  to  the  Oil  1 
Weekly  yearbook,,  1944.  Production  of  62,120,000  barrels  in 
1941  dropped  to  20,000,000  last  year,  the  yearbook  estimates. 

The  Clermans  have  failed  to  boost  Rumanian  production  over  1 
the  pre-war  48,000,000  barrels  annually,  but  Switzerland  re-  j 
ports  an  astonishing  increase  in  Hungarian  production  under  ' 
Nazi  pressure — from  318,000  barrels  in  1938  to  ii,ooo,oon  in 
1942. 

14.  Robert  L.  Raker  in  Oil,  Blood  and  Sand  (New  York, 
Appleton-Century,  1942),  discusses  the  influence  of  oil  on  the 
Nazis’  Middle  Eastern  policy  during  this  war. 

15.  E.  H.  Davenport  and  S.  R.  Cooke,  The  Oil  Trusts  and 
Anglo-American  Relations  (New  York,  Macmillan  Company, 
1924),  pp.  16-21. 


FOREIGN  POLICY  REPORTS  •  JULY  I,  I944 


89 


The  San  Remo  Agreement  of  April  24,  1920 
between  Britain  and  France  fed  American  sus¬ 
picions.  T  his  agreement  assigned  to  France  a  quar¬ 
ter  share  in  Mesopotamian  production  of  oil,  and 
bv  its  general  provisions,'^’  seemed  to  bar  the 
United  States  from  sharing  in  the  field. 

On  May  12,  1920,  the  American  Ambassador  to 
London,  John  W.  Davis,  presented  a  note  to  Lord 
Curzon,  British  Foreign  Secretary,  protesting 
against  a  f>olicy  of  exclusion  in  Mesopotamia.'^ 
This  note  was  part  of  a  diplomatic  correspondence 
initiated  under  Secretary  of  State  Bainbridge 
Colby,  in  which  the  United  States  demanded 
the  privilege  first  of  participating  in  discussions 
on  the  Mesopotamian  concessions  and  then  of 
sharing  in  the  concessions.  Our  intervention  bore 
fruit  in  1927,  when  an  American  company,  the 
Near  East  Development  Corporation,  gained  a 
23.75  per  cent  interest  in  the  Iraq  Petroleum  Com¬ 
pany,  successor  to  the  Turkish  Petroleum  Com¬ 
pany.'® 

After  World  War  I,  the  United  States  also  en¬ 
gaged  in  diplomatic  controversy  with  the  Nether- 

16.  International  Conciliation,  No.  i66,  September  1921,  pp. 
322  ff.  Memorandum  of  agreement  between  Philippe  Berthelot, 
Director  of  Political  and  Commercial  Affairs  at  the  Foreign  Min¬ 
istry,  and  Sir  John  Cadman,  Director  in  Charge  of  His  Majesty’s 
Petroleum  Department.  Sections  7  through  13  relate  to  Mesopso- 
tamia.  While  nothing  in  the  agreement  cxplicity  shuts  out  non- 
French  and  non-British  interests  from  a  share  in  Mesopotamian 
oil,  Section  7  left  the  impression  in  the  United  States  that 
France  and  Britain  had  arranged  an  exclusive  division  of  the 
area.  The  section  said:  “The  British  Government  undertake  to 
grant  to  the  French  Government  or  its  nominee  25  per  cent  of 
the  net  output  of  crude  oil  at  current  market  rates  which  His 
Majesty’s  Government  may  secure  from  the  Mesopotamian  oil 
fields,  in  the  event  of  their  being  developed  by  government 
action;  or  in  the  event  of  a  private  petroleum  company  being 
used  to  develop  the  Mesopotamian  oilfields,  the  British  Govern¬ 
ment  will  place  at  the  disposal  of  the  French  Government  a 
share  of  25  per  cent  in  such  company.  The  price  to  be  paid 
for  such  participation  to  be  no  more  than  that  paid  by  any  of 
the  other  participants  to  the  said  petroleum  company.  It  is  also 
understood  that  the  said  petroleum  company  shall  be  under 
permanent  British  control." 

17.  U.S.  Department  of  State,  Petroleum  anti  the  Palestine 
Mandate  (Washington,  Government  Printing  Office,  1931), 
P.  27  fT. 

I**.  The  State  Department  invitcel  wide  particijiation  in  Iraq 
among  American  oil  companies  and  the  original  shareholilcrs 
in  toe  Near  Past  Development  ('nm|iany  numbered  five — 
Atlantic  Relining  Company,  Pan-American  Oil  and  Transi)orta- 
tion  Gitnpany  (a  subsidiary  of  Standard  of  Indiana),  (iulf  Oil 
Corporation,  Standard  Oil  Company  f)f  New  York  and  Standard 
Oil  Gimpany  of  New  Jersey.  (Julf,  Atlantic  and  Pan-American 
subsequently  withdrew. 

rile  American  interest  now  is  represented  by  Standard  of 
New  Jersey  and  Socony-Vacuum  (the  successor  to  Standard  of 
New  York).  The  other  Iraq  Petroleum  Company  shares  are 
divided  between  the  D’Arcy  Exploration  Company,  Ltd.  (Anglo- 
Iranian),  23.75  per  cent;  the  Anglo-Saxon  Petroleum  Com¬ 
pany,  Ltd.  (Royal  Dutch  Shell),  23.75  per  cent;  Compagnie 
Fran^aise  de  Petrolles,  23.75  per  cent,  and  Participations  and 
Investments,  Ltd.  fCalouste  Sarkis  Gulbenkian,  naturalized 
British  subject),  5  per  ce«t.  Shell  subsetiuently  bought  stock  in 
Anglo-Iranian. 


lands  government  over  the  disposition  of  German 
exploitation  interests  at  Djambi  in  the  Nether¬ 
lands  Indies.  In  retaliation  against  Dutch  un¬ 
willingness  to  permit  this  country  to  share  in  the 
Djambi  oil  interests,  the  United  States  gave  notice 
it  would  block  the  issuance  of  further  concessions 
to  the  Royal  Dutch  Shell  Company  on  United 
States  public  lands.  Shell  at  that  time  was  seeking 
a  concession  on  the  lands  of  the  Os;ige  Indians.  In 
1921  the  Netherlands  government  relaxed  its  pol¬ 
icy  of  exclusion  and  allotted  to  Standard  of  New 
Jersey  concessions  in  Sumatra  and  other  islands.'^ 

RED  LINE  AGREEMENT 

After  Britain  had  opened  the  door  to  United 
States  participation  in  exploiting  Iraq  petroleum, 
new  international  oil  discords  arose  in  the  Middle 
East.  These  discords  were  due  to  a  commercial  re¬ 
strictive  agreement  of  the  type  which  the  United 
States  government  originally  found  useful  but 
which  it  hopes  will  be  forbidden  in  the  future. 
Oddly  enough,  however,  that  agreement  made  pos¬ 
sible  the  present  existence  of  exclusive  American 
concessions  in  two  important  Middle  Eastern 
petroleum  areas,  Saudi  Arabia  and  Bahrein  Island. 

The  American,  British  and  French  companies 
which  comprise  Iraq  Petroleum  Company,  Ltd. 
bound  themselves  by  what  is  known  as  the  Red 
Line  Agreement.^"  It  prohibits  the  companies  from 
taking  unilaterally  a  direct  or  indirect  interest  in 
any  oil  concession  in  the  Red  Line  area — ^Turkey, 
Syria,  Lebanon,  Palestine,  Trans-Jordan,  Iraq  and 
the  Arabian  countries,  including  Oman,  Trucial 
Oman,  Yeman,  Hadhrmaut,  Saudi  Arabia  and 
Bahrein.  The  agreement  provides  also  that  the 
Iraq  Petroleum  Company,  Ltd.  will  limit  its  opera¬ 
tions  to  oilfields  within  the  Red  Line  area.  As  a  re¬ 
sult  of  the  latter  provision  the  American  partners  in 
the  Iraq  Petroleum  Company  today  share  in  con¬ 
cessions  in  Syria,  the  Trucial  Coast,  and  in  parts 
of  Irac]  outside  the  limits  of  the  original  Iraqian 
conce.ssion. 

The  first  test  of  the  Red  Line  Agreement  came 
in  1927,  when  a  British  company  unconnected 
with  the  Iraq  Group  offered  to  Gulf,  then 
a  participant  in  Iraq  Petroleum  Company,  an 
option  on  its  concession  on  Bahrein.  Bound  by  the 
agreement.  Gulf  passed  the  option  on  to  Standard 

19.  U.S.  Department  of  State,  Papers  Relating  to  the  Foreign 
Relations  of  the  United  States  (Washington,  Government  Print¬ 
ing  Office,  1921),  V'ol.  II,  pp.  528  If.  Standard  of  New  Jersey 
already  had  minor  concessions  in  the  Indies  through  its  sub¬ 
sidiary,  Ncderlendschc  Koloniale  Petroleum  Maatschappij. 

20.  The  Iraq  Petroleum  Company  operates  on  a  non-profit 
basis  as  a  sort  of  service  organization.  It  prcxluces  oil  which  it 
delivers  to  the  shareholders  ratably,  at  cost.  The  shareholder 
companies,  of  course,  seek  a  profit  in  their  sales. 
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of  California.  The  Sheikh  of  Bahrein  was  com¬ 
mitted  by  treaty  to  consult  Britain  in  dealings  with 
foreign  governments  or  companies.  British  offi¬ 
cial  consent  was  obtained  for  Standard  to  exploit 
its  concession,  and  in  1932  the  first  Bahrein  oil 
was  brought  in. 

CONCESSION  IN  SAUDI  ARABIA 

Success  on  Bahrein  awakened  California  Stand¬ 
ard’s  interest  in  the  general  area.  Bahrein  lies  close 
to  Saudi  Arabia,  ruled  by  King  Ibn  Saud.  A 
British  firm  had  obtained  a  Saudi  Arabian  con¬ 
cession,  sought  oil,  failed  to  find  it,  and  abandoned 
the  concession.  Standard  obtained  a  concession  on 
May  29,  1933  and  in  1936  the  discovery  well,  over 
a  deposit  known  as  the  Dammam  Dome,  was 
brought  in.  To  obtain  a  sales  organization.  Stand¬ 
ard  took  into  its  Bahrein  and  Saudi  Arabian  hold¬ 
ings  on  a  50-50  basis  The  Texas  Company,  which 
sold  oil  throughout  the  Orient.  For  Bahrein  the 
combined  company  was  named  the  Bahrein 
Petroleum  Company,  and  for  Saudi  Arabia  the 
Arabian  American  Oil  Company.  The  latter’s  con¬ 
cession  covers  439,500  square  miles.  The  first  com¬ 
mercial  shipment  of  crude  oil  from  Saudi  Arabia 
was  made  on  May  5,  1939.  The  outbreak  of  war 
in  Europe  four  months  later  retarded  the  field’s 
development,  but  war  could  not  obscure  its  fu¬ 
ture  importance.  At  the  present  price  level,  how¬ 
ever,  movements  of  crude  from  Saudi  Arabia  into 
areas  of  European  marketing  would  be  uneco¬ 
nomic  after  the  war  so  long  as  there  is  no  pipe¬ 
line  for  its  transportation.  According  to  the  esti¬ 
mate  of  the  Arabian  American  Oil  Company, 
more  than  ten  tankers  would  be  required  to  carry 
50,000  barrels  of  oil  a  day  from  Ras  Tanura  to 
Port  Said;  the  round  trip  would  take  twenty-eight 
days,  while  the  use  of  larger  tankers  would  reduce 
the  amount  of  shipping  needed.  Another  problem 
is  that  to  the  original  cost  of  the  oil  would  be 
added  the  Suez  Canal  toll  of  18  cents  a  barrel. 
Owing  to  economic  impediments  most  of  the 
Saudi  Arabian  oil  has  been  moving  into  the  east¬ 
ern  market. 

The  companies  competing  against  Arabian 
American  in  the  Persian  Gulf  area  have  been  in 
a  favorable  position.  The  Anglo-Iranian  Com¬ 
pany,  extracting  petroleum  in  Iran,  has  a  refinery 
at  Abadan,  at  the  head  of  the  Persian  Gulf,  with  a 
daily  crude  capacity  of  280,000  barrels;  upon  com¬ 
pletion  late  in  1944  of  facilities  now  authorized, 
the  capacity  will  be  increased  to  320,000  barrels  a 
day.  The  Iraq  Petroleum  Company  can  move  oil 
westward  to  the  Mediterranean  through  a  pipe¬ 
line  which  has  two  outlets — one  at  Haifa,  Pal¬ 
estine  and  the  other  at  Tripoli,  Lebanon.  The 


line’s  capacity  is  only  85,000  barrels  a  day,  but 
proposals  have  been  made  for  the  construction  of 
another,  larger  line.^‘ 

A  restrictive  competitive  agreement  governs  the  | 
exploitation  of  another  Middle  Eastern  region  in  ! 
which  a  United  States  company  has  an  interest—  ■ 
the  Sheikhdom  of  Kuwait,  located  outside  the  I 
Red  Line  area.  The  Kuwait  concession  is  divided  | 
half  and  half  between  Gulf  and  Anglo-Iranian,  ' 
but  the  agreement  between  the  two  firms  pro¬ 
hibits  Gulf  from  marketing  Kuwait  petroleum 
or  its  derivatives  in  any  area  in  which  petroleum 
or  its  derivatives  are  being  marketed  by  Anglo- 
Iranian.^^  This  is  now  a  reciprocal  obligation. 

In  the  Middle  East  it  is  difficult  to  distinguish 
rivalry  between  companies  from  rivalry  between 
states.  Socony-Vacuum,  for  example,  which  has 
interests  in  Iraq,  tends  to  join  the  British  com-  j 
panics  in  considering  Arabian  American  as  a  com-  ) 
petitor.  But  international  controversy  also  exists,  j 
and  the  danger  of  conflicts  among  nations  over  oil  | 
makes  it  urgently  necessary  for  the  United  States  I 
to  define  its  policy  concerning  that  commodity. 

UNITED  STATES  OIL  POLICY 

When  Americans  began  to  look  abroad  for  oil,^^ 
there  was  no  thought  that  petroleum  in  this  coun-  > 
try  might  in  time  be  exhausted  or  that  petroleum 
would  give  rise  to  international  political  compli¬ 
cations.  This  country  in  every  year  except  four  has 
furnished  more  than  half  the  oil  produced  hy  the 
world.^'*  Through  1874,  this  country  each  year 
produced  more  than  90  per  cent  of  the  world  , 
total.  Until  1883  it  never  produced  less  than  80  j 
per  cent.  The  American  p>ercentage  began  to  slump  | 
in  1884,  when  Russian  production  at  Baku  assumed  ‘ 
importance.  In  1898,  1899,  1900  and  1901  Russia  j 
produced  more  than  the  United  States.  World  pro¬ 
duction  to  the  close  of  1943  amounted  to  43,964,-  j 
975,000  barrels.  The  quantity  of  unrecovered  re¬ 
serves  has  been  estimated  conservatively  at  50,701,-  I 
800,000  barrels.^’  This  estimate  is  based  on  the 
amount  of  petroleum  thought  to  be  remaining  in 
known  pools.  No  estimate  can  be  made  as  to  the  | 
amount  of  petroleum  in  undiscovered  deposits. 

’I.  The  Oil  H'ee/(ly  Vearhook^,  January  31,  1944,  p.  70.  * 

22.  Senator  Brewster,  Congressional  Record.  78th  Congress,  j 

2nd  Session,  February  9,  1944,  p.  1472.  j 

23.  Early  American  investments  in  foreign  oil  production  were  ’ 
Tiiade  in  Peru  (Peruvian  Refining  Company  1870),  Austria 
(fames  Carrigan’s  Refinery,  1879),  Canada  (Imperial  Oil. 
Standard  Oil  Company,  subsidiary),  Russia  (Americans  ex¬ 
tracting  crude  in  the  Caucasus,  1883)  and  Mexico  (E.  L. 
Doheny,  1900). 

24.  The  five  current  leaders  among  the  states,  each  of  which 
produced  more  than  100,000,000  barrels  in  1943  are,  in  order, 
Texas,  California,  Louisiana,  Oklahoma  and  Kansas. 

25.  Truman  Committee  Report,  cited. 
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WORLD  PETROLEUM  RESERVES 


North  America  Barrels 


United  States 

20,082,793,000 

Canada 

150,000,000 

Mexico 

600,000,000 

Total,  North  America 

20,832,793,000 

South  America 

Venezuela 

5,600,000,000 

Colombia 

500,000,000 

Peru 

135,000,000 

Ecuador 

45,000,000 

Argentina 

168,000,000 

Bolivia 

45,400,000 

Brazil 

1,000,000 

Trinidad 

239,600,000 

Total,  South  America 

6,734,000,000 

Europe 

Germany  (Including  Austria) 

68,700,000 

France 

11,000,000 

Italy 

1,000,000 

Albania 

41,000,000 

Poland 

30,000,000 

Rumania 

392,000,000 

Hungary 

75,000,000 

Czechoslovakia 

1,200,000 

U.S.S.R. 

5,735,000,000 

Total,  Europe,  including  U.S.S.R. 

.  6,354,900,000 

Asia 

Iran 

5,000,000,000 

Iraq 

4,000,000,000 

Kuwait 

4,000,000,000 

Saudi  Arabia  and  Bahrein 

2,000,000,000 

Qatar 

500,000,000 

India  and  Burma 

15,500,000,000 

167,400,000 

Japan 

36,000,000 

Netherlands  East  Indies 

950,000,000 

Total,  Asia 

16,653,400,000 

Africa 

Egypt 

86,000,000 

Total,  Africa 

86,000,000 

Other  Countries 

41,500,000 

Total,  world  petroleum  reserves  50,701,800,000 

SELLING  OIL  ABROAD 

The  chief  motive  that  inspired  the  early  search 
of  Americans  for  petroleum  overseas  was  the  hope 
of  finding  profitable  oil  markets.^*^  American  oil 

26.  Standard’s  competitive  interest  in  the  European  market 
was  aroused  in  the  1 88o’s  by  the  Nobel  brothers,  Robert  and 
Ludwifj,  enterprising  Swedes,  who  sold  Caucasian  oil  through¬ 
out  Europe. 
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men  saw  commercial  advantage  in  the  exploita¬ 
tion  of  fields  closer  to  foreign  buyers  than  our 
own.  Moreover,  there  was  a  competitive  advantage 
in  the  preclusive  operation  of  fields  which  non- 
American  oil  men  might  have  exploited.  Petroleum 
from  foreign  fields  conveniently  located  for  water¬ 
borne  carriers  sometimes  could  (and  can)  be 
hauled  more  cheaply  to  a  United  States  market 
than  oil  produced  in  this  country  and  transported 
by  land  carrier.^^  American  investment  in  oil  pro¬ 
duction — extraction  and  refining — abroad  reached 
$873,000,000  in  1935.^®  There  was  an  additional  in¬ 
vestment  of  $509,000,000  for  distributing  oil  abroad. 
Thus  hope  of  commercial  gain,  not  the  urgent 
necessity  of  finding  new  oil  supplies,  dictated  the 
expansion  of  American  oil  interests  overseas  until 
25  years  ago. 

OIL  AS  A  NATIONAL  PROBLEM 

World  War  I  and  the  years  that  immediately 
followed  made  Americans  realize  that  the  struggle 
for  world  oil  reserves  was  more  than  a  conflict 
among  oil  magnates  seeking  riches,  and  had  im¬ 
plications  for  national  security.^^  Four  develop¬ 
ments  crystallized  this  country’s  policy  on  oil: 

1.  Mexico  in  1917  brought  the  oil  question  to 
American  notice  by  including  in  its  constitution 
an  article  (Article  27)  which  declared  that  title  to 
the  subsoil  of  all  property  owned  in  Mexico  (by 
Mexicans  or  foreigners)  remained  with  the  Mexi¬ 
can  government.  Two  years  later  Senator  Albert 
B.  Fall  of  the  Foreign  Relations  Committee 
launched  a  Congressional  inquiry  into  Mexican 
policy  which  included  hearings  on  the  meaning  of 
Article  27.^° 

2.  The  United  States  Shipping  Board  in  1919, 
building  fuel  oil  storage  tanks  around  the  world 
for  its  merchant  fleet,  had  to  pay  high  prices  to 
Anglo-Persian  and  Shell,  British  concerns,  for  re¬ 
serve  oil  in  eastern  regions.  The  only  American 
sources  were  in  the  Western  Hemisphere,  from 
which  transport  to  the  Orient  was  uneconomical. 

3.  The  Navy  Department  in  1920  expressed  con¬ 
cern  whether  the  United  States  could  continue  to 
supply  the  Navy’s  fuel  needs  if  it  went  on  con- 

27.  Navy  Department  Appropriation  Rill  for  1945,  hearings 
before  the  sub-committee  of  the  Committe  on  Appropriations, 
I  louse  of  Representatives,  discloses  that  refined  Dutch  West 
Indies  oil  from  Aruba  costs  less  at  New  York  than  U.S.  refined. 

28.  Cleona  Lewis,  America’s  Sta/^e  in  International  Investments 
(Washington,  Brookings  Institution,  1938),  p.  188. 

29.  For  an  excellent  summary  of  the  world  competitive  situa¬ 
tion  in  petroleum  during  this  period  sec:  Federal  Trade  Com¬ 
mission,  Report  on  Foreign  Ownership  in  the  Petroleum  In¬ 
dustry  (Washington,  CJovernment  Printing  Oflicc,  1933). 

30.  J.  M.  Callahan,  American  Foreign  Policy  in  Mexican  Re¬ 
lations  (New  York,  Macmillan  Company,  1932),  p.  577. 
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suming  oil  for  civilian  purposes  at  the  rate  of  that 
day. 

4.  Dr.  David  White,  chief  geologist  for  the 
United  States  Geological  Survey,  in  1920  predicted 
exhaustion  for  American  oil  deposits  within  18 
years.^* 

WAR  HEIGHTENS  PROBLEM 

These  developments,  coupled  with  a  new  con¬ 
sciousness  of  our  national  might  resulting  from 
our  participation  in  World  War  I,  caused  this 
country  to  demand  a  share  of  Mosul  and  Djambi 
oil.  Toward  the  end  of  the  1920’s,  however,  popu¬ 
lar  interest  in  the  foreign  oil  question  subsided  as 
new  discoveries  of  great  pools  in  the  United  States, 
notably  the  East  Texas  field,  banished  the  alarm 
aroused  by  the  geologist  David  White.  The  na¬ 
tional  and  Washington  Treaty  policy  of  restrict¬ 
ing  American  naval  construction,  which  lasted 
until  1938,^^  weakened  the  Navy’s  interest  in  ob¬ 
taining  supplemental  foreign  sources  of  petroleum. 
Above  all,  our  disposition  in  the  1930’s  to  with¬ 
draw  from  the  world  and  to  make  ourselves  as 
self-sufficient  as  possible — represented  in  the  eco¬ 
nomic  field  by  the  Smoot-Hawley  Tariff  and  in 
the  political  field  by  successive  Neutrality  Acts — 
discouraged  energetic  action  in  any  sphere  of  for¬ 
eign  affairs.  Domestic  policy,  however,  during  the 
past  twenty  years  has  consistently  reflected  con¬ 
cern  about  our  diminishing  petroleum  resources. 
An  oil  conservation  board  was  set  up  in  Washing¬ 
ton  in  1924.  In  1934,  Congress,  invoking  the  Con¬ 
stitution’s  interstate  commerce  clause,  gave  the 
federal  government  authority  to  regulate  the 
amount  of  petroleum  to  be  marketed.  During  the 
past  ten  years  the  oil-producing  states  have  agreed 
in  the  Interstate  Oil  Compact  to  practice  con¬ 
servation. 

When  the  Japanese  attack  on  Pearl  Harbor  shat¬ 
tered  the  illusion  of  isolation  and  self-sufficiency, 
new  reasons  appeared  not  only  for  pursuing  but 
for  broadening  the  foreign  oil  policy  developed 
after  1919.  War  developments  caused  the  Ameri¬ 
can  people  to  consider  seriously  the  meaning  of 
lack  of  oil.  Rationing  of  gasoline  for  civilians 
stressed  the  vast  scope  of  the  armed  forces’  need 
for  oil.  Earlier,  on  May  28,  1941,  the  pre-war  arma¬ 
ments  program  had  led  President  Rwsevelt  to 
set  up  the  office  of  Petroleum  Coordinator  for 
National  Defense.  On  December  2,  1942  Mr, 
Roosevelt  broadened  the  duties  of  the  Coordinator, 

31.  U.S.  Department  of  Commerce,  Geological  Survey,  Annual 
Report  (Washington,  Government  Printing  Office,  1920). 

32.  The  Vinson-Trammell  Act  authorizing  U.S.  “treaty 
strength”  navy  was  passed  in  1954,  but  building  for  “two- 
ocean”  navy  beyond  “navy  strength”  began  only  in  1938. 
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Secretary  of  the  Interior  Harold  L.  Ickes,  by  cre¬ 
ating  the  Petroleum  Administration  for  War,  with 
Mr.  Ickes  as  Administrator,  “to  assure  for  the 
prosecution  of  the  war,  the  conservation  and  most 
effective  development  and  utilization  of  petroleum 
in  the  United  States,  its  territories  and  possessions, 
and  to  collaborate  in  the  determination  of  plans 
and  policies  with  respect  to  foreign  petroleum  ac¬ 
tivities.’’*^  On  June  30,  1943,  Mr.  Roosevelt  set 
up  the  Petroleum  Reserves  Corporation  to  inquire 
into  the  possibility  of  extending  our  holdings 
abroad. 

Both  the  legislative  and  the  executive  branches 
of  the  Federal  Government  took  cognizance  of  the 
petroleum  situation.  Five  Senators,  Richard  B. 
Russell,  Democrat  of  Georgia,  James  Mead,  Demo¬ 
crat  of  New  York,  A.  B.  Chandler,  Democrat  of 
Kentucky,  Ralph  Owen  Brewster,  Republican  of 
Maine,  and  Henry  Cabot  Lodge,  Jr.,  Republican 
of  Massachusetts — who  visited  American  military 
camps  and  diplomatic  outposts  on  a  round-the- 
world  trip  in  the  summer  of  1943,  brought  back 
startling  reports  about  the  dissipation  of  American 
petroleum.  “It  is  time  to  utilize  the  petroleum  de¬ 
posits  of  other  parts  of  the  world,’’  Senator  Russell 
said.  “Otherwise  the  end  of  the  war  will  find  our 
own  dejxisits  practically  exhausted.’’*^ 

ARE  U.S.  OIL  RESERVES  SUFFICIENT.^ 

The  view  that  this  country  is  approaching  the 
end  of  its  oil  reserves  is  not  universally  accepted. 
A  respected  spokesman  who  contends  the  West¬ 
ern  Hemisphere  can  produce  enough  oil  for  its 
peacetime  and  security  needs  is  Wallace  E.  Pratt, 
geologist  and  vice  president  of  Standard  Oil  of 
New  Jersey.  “In  the  United  States  .  .  .  less  than 
half  the  total  area  promising  for  petroleum  has 
been  thoroughly  explored,”  he  writes.**  Mr.  Pratt 
secs  an  oil  future  for  the  Arctic.*^  The  Navy  this 
spring  sent  a  reconnaissance  party  to  Alaska  to 
look  over  the  oil  reserve  of  35,000  square  miles  near 
Pt.  Barrow,  and  in  its  Canol  project  the  Army  has 
tapped  the  major  field  at  Fort  Norman,  Canada, 
just  below  the  Arctic  Circle.  Caribbean  produc¬ 
tion,  now  about  750,000  barrels  a  day,  can  be  in¬ 
creased  to  1,000,000.*^  Moreover,  improved  methods 
of  refining  make  each  barrel  of  crude  go  farther 

3^.  Congressional  Directory  (Washington,  Government  Print¬ 
ing  Office,  January,  1944),  p.  550. 

34.  Truman  Committee  Report,  cited,  p.  25. 

35.  W.  R.  Pratt,  “Our  Petroleum  Resources,”  American  Scien¬ 
tist,  April,  1944,  pp.  120-128. 

36.  W.  E.  Pratt,  “Oil  Fields  in  the  Arctic,”  Harper’s  Magazine, 
January,  1944,  pp.  107-112. 

37.  Deputy  Petroleum  Administrator  Ralph  Davies,  March  20, 
1944,  House  Appropriations  Committee  Hearings  on  National 
War  Agencies  Bill  for  194s,  p.  29. 
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today  than  it  did  before  the  war  began. 

Nevertheless,  the  Administration,  influenced  by 
the  considerations  that  caused  concern  to  Mr. 
Ickes,  came  to  important  conclusions  regarding  oil 
policy  during  1943.  It  decided  i.  that  the  govern- 
I  ment  ought  to  play  a  more  forceful  role  in  en- 

■  couraging  overseas  production  by  American  in¬ 
terests;  2.  that  steps  should  be  taken  to  assure 
access  for  United  States  oil  companies  to  all  proven 
or  potential  areas  of  production  without  one-sided 
restrictions  on  our  operations  in  those  areas;  and 
3.  that  in  the  interest  of  preserving  the  peace  in 
years  to  come  a  general  understanding  should 
eventually  be  reached  among  all  countries  respect¬ 
ing  world  commerce  in  petroleum.  An  agreement 
with  Britain  was  regarded  as  a  requisite  prelimi¬ 
nary  to  fulfilment  of  these  three  objectives.  But 
before  such  an  agreement  could  be  reached,  an 
understanding  concerning  the  exploitation  and 

!  marketing  of  Middle  Eastern  petroleum  had  to  be 
I  negotiated. 

i  PROSPECTS  FOR  THE  FUTURE 

i  In  the  future  international  oil  policy  might  de¬ 
velop  along  several  lines.  Governments  could  al¬ 
low  commercial  companies  to  set  up  cartel  sys- 
'  terns;  or  a  small  group  of  governments  could 
cooperate  on  an  exclusive  basis  banning  others.  A 
strong  government  could  try  to  dominate  the  ex¬ 
ploitation  of  some  given  oil  area.  Political  leaders 
could  turn  to  chemistry,  and  attempt  to  make  their 
countries  self-sufficient  in  oil  through  synthetic 
)  methods.  Or  nations  could  collaborate  on  a  world 
basis  in  extracting  and  marketing  a  commodity 
which  is  essential  both  for  twentieth  century  in- 
'  dustrial  economy  and  modern  warfare. 

Cartels,  exclusive  agreements,  unilateralism  and 
synthetic  production  have  all  been  tried  in  the 
I  past.  Cartels  invariably  beget  trouble  and  fall  apart. 
In  1894  Standard  Oil  of  New  Jersey  joined  with 
Nobel  in  a  sales  cartel  for  the  European  market 
which,  however,  soon  disintegrated.  Standard, 
I  Shell  and  others  formed  a  boycotting  cartel,  the 
International  Defense  Committee,  in  1922  against 
Russian  oil,  but  some  member  companies  secretly 
'  negotiated  with  the  Soviet  government  for  oil 

■  concessions.^*^  Experience  shows  that  world  car¬ 
telization  by  industry  cannot  be  successfully  car¬ 
ried  out  over  any  prolonged  period  of  time. 

iOf  other  possible  approaches  to  the  adjustment 
nf  oil  controversies,  exclusive  arrangements  like 
the  Red  Line  and  Kuwait  agreements  have  fo- 

38.  A  summary  of  these  attempts  at  petroleum  cartelization  is 
Riven  in  C.  K.  Leith,  J.  W.  Furness  and  Cleona  Lewis,  World 
Minerals  and  World  Peace  (Washington,  Brookings  Institution, 
'‘>43)1  pp.  I  lo-i  14. 


mented  trouble.  Synthetics,  if  they  are  to  be  of 
immediate  use,  are  costly.  The  average  cost  of 
cracking  automobile  gasoline  from  petroleum  is 
five  cents  a  gallon.^^  The  probable  cost  of  extrac¬ 
tion  from  shale  would  be  seven  to  12  cents  a  gallon, 
and  of  synthesis  from  tar-sands,  five  to  12  cents; 
from  natural  gas,  eight  to  12  cents;  from  coal  by 
hydrogenation,  13  to  18  cents;  and  from  coal  by 
the  Fischer  Process,  15  to  17."*°  To  bolster  the 
coal-mining  industry  of  the  United  States,  the 
Federal  Government  could  conceivably  adopt  the 
policy  of  subsidizing  gasoline  synthesis  from 
coal,"*'  but  the  opposition  such  a  move  would 
arouse  makes  it  unlikely. 

In  March  1944  the  United  States  Congress 
enacted  a  bill  authorizing  a  federal  expenditure  of 
$30,000,000  to  construct  and  operate  demonstra¬ 
tion  plants  for  producing  liquid  fuels  from  coal 
and  other  substances.  Since  1936  the  Bureau  of 
Mines  has  run  a  small  plant  in  Pittsburgh  to 
search  for  new  sources  of  gasoline.  Processes  for 
this  transformation  have  proved  workable.  Britain, 
for  example,  is  producing  3,500  barrels  of  syn¬ 
thetic  oil  a  day,  and  Nazi  Germany  has  relied 
heavily  on  synthesis.  The  United  States  has  suf¬ 
ficient  coal  to  furnish  all  the  oil  and  gasoline 
needed  at  the  present  rate  of  consumption  for 
1,000  years."*^  It  has  petroleum-bearing  shale  to  sat¬ 
isfy  its  needs  for  65  years.'*^ 

But  chemical  self-sufficiency  in  oil  would  not 
solve  our  problem.  We  cannot  afford  to  be  iso¬ 
lated  from  the  world  oil  controversies  because  we 
need  other  world  commodities  besides  oil.  For  our 
economy  we  require  at  least  nine  major  minerals 
that  can  be  obtained  only  through  importation.'*'* 

DANGERS  OF  OIL  IMPERIALISM 

Nor  can  we  set  out  on  an  imjierialistic  search 
for  oil,  if  we  are  to  maintain  friendly  relations  with 
other  countries.  In  planning  the  exploitation  of 
the  Mosul  oil  fields  after  World  War  I,  the  British, 
as  we  have  seen,  found  that  their  unilateral  plan 
disturbed  the  French,  who  gained  entrance  to 
Mosul  through  the  San  Remo  Agreement,  as  well 
as  the  United  States,  which  insisted  on  admission 

39.  Representative  Randolph  Jennings,  Congressional  Record, 
78th  Congress,  ad  Session,  February  15,  1944,  p.  1716. 

40.  Ihid. 

4t.  One  type  of  Illinois  coal  will  yield  122  gallons  of  gasoline 
to  a  ton.  Representative  Adolph  Sabath,  Congressional  Record, 
78th  Congress,  2d  Session,  February  15,  1944,  p.  1710. 

42.  Representative  Ranilolph  Jennings,  Congressional  Record, 
February  15,  1944,  78th  Congress,  2d  Session,  p.  1716. 

43.  Ihid. 

44.  Long  fiber  asbestos,  industrial  diamonds,  manganese,  high 
grade  mica,  nickel,  natural  nitrate,  platinum,  quartz  crystal,  tin. 
Also  we  are  net  importers  of  antimony,  chromite,  crystalline 
graphite,  mercury  and  tungsten. 
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to  a  share  in  the  oil  wealth  of  Mosul.  Had  the 
United  States  acted  alone  on  the  Arabian  pipe¬ 
line  under  the  terms  of  its  February  6,  1944  pro¬ 
posal,  this  country  would  have  embarked  on  a 
hazardous  adventure  in  unilateral  imperialism. 

The  Anglo-American  oil  talks  that  followed  the 
pipeline  announcement  created  a  new  danger — 
that  two  great  powers,  the  United  States  and 
Britain,  might  reach  an  exclusive  oil  agreement. 
There  was  an  outcry  in  this  country  against  the 
pipeline,  and  a  similar  outcry  might  occur  in  the 
future  against  an  exclusive  Anglo-American  oil 
alliance.  States  left  out  of  an  oil  accord  might  also 
refuse  to  participate  in  other  economic  accords. 

The  most  promising  post-war  market  for  Middle 
Eastern  oil  is  likely  to  be  Europe  west  of  Russia. 
Iraq  alone,  or  Saudi  Arabia  alone,  might  in  time 
fill  Europe’s  foreseeable  needs.  It  has  been  re- 
p>orted  that,  during  the  Anglo-American  oil  con¬ 
versations,  the  suggestion  was  made  that  holders 
of  existing  Middle  Eastern  concessions  share 
equally  in  that  market,  and  keep  their  production 
on  a  quota  basis  to  fit  Europe’s  needs.  The  absence 
of  any  marketing  agreement  among  governments 
other  than  the  United  States  and  Britain,  however, 
could  turn  Europe  into  the  scene  of  hostile  com¬ 
petition  between  those  two  countries,  operating 
from  the  Middle  East,  on  the  one  hand,  and  other 
potential  sellers  on  the  other.  Russia,  for  instance,  is 
one  of  the  largest  producers  of  petroleum  in  the 
world,  with  a  current  output  of  500,000  to  600,000 
barrels  a  day.**'  Since  1941  Russia  which  formerly  re¬ 
lied  on  its  Caucasian  oil  wells,  has  moved  the  center 
of  its  oil  production  to  the  Ural-Volga  Basin  and  has 
perfected  a  “radical  reorganization’’  in  petroleum 
production  and  refining  processes."*^ 

Herbert  Feis,  former  economic  adviser  to  the 
Secretary  of  State,  opposing  the  Government’s 
Arabian  pipeline  plan,  warned  that  the  independ¬ 
ent  pursuit  of  an  official  policy  designed  to  assure 
us  a  superior  economic  position  in  the  Middle 
East  on  a  lone-wolf  basis  would  involve  us  politi¬ 
cally  in  the  frictions  of  that  area  in  a  way  that 
might  lead  to  war.'*^  On  the  positive  side  of  the 
question,  the  Standard  Oil  Company  of  New  Jer¬ 
sey  stated  in  its  1943  annual  report  that  “an  in¬ 
ternational  oil  conservation  agreement  is  desir- 

45.  Deputy  Petroleum  Administrator  Davies,  House  Appro¬ 
priations  Committee  Hearings  on  National  War  Agencies  BUI 
for  ig4S.  cited,  p.  30.  In  1924-25  Russian  oil  exports  accounted 
for  24.8  per  cent  of  German  im|X)rts,  40.8  per  cent  of  Italian, 
46.9  per  cent  of  Turkish,  13.8  per  cent  of  Yugoslavian  and 
47.3  per  cent  of  Egyptian.  Frederick  Haussmann,  “World  Oil 
Control:  Past  and  Future,”  Social  Research,  September,  1942, 
P-  i42. 

46.  New  Yor{  Times,  May  21,  1944,  quoting  L.  Sedin,  Soviet 
Oil  Commissar’s  report. 


able.”  Frederick  Haussmann,  former  adviser  to 
the  Venezuelan  Government  on  oil,  urges  the  cre¬ 
ation  of  an  International  Oil  Institute  within  a 
future  International  Council  of  the  United  Nations 
as  “the  kernel  around  which  a  world-wide  oil  pol¬ 
icy  could  be  developed  gradually  in  order  to  avoid 
the  mistakes  and  disturbances  of  the  past.”'**’  Thus 
spokesmen  for  commercial  interests  and  scholarly 
economists  advocate  the  same  general  solution  of 
a  difficult  world  problem — an  international  col¬ 
laborative  policy  on  oil. 

MAIN  LINES  OF  POSSSIBLE  .\GREEMENT 

Today  the  United  States  has  a  great  opportunity 
in  international  relations — the  opportunity  to 
combine  with  other  countries  in  an  organization 
to  promote  the  peace  and  prosperity  of  the  whole 
world.  Economic  cooperation  is  obviously  an  im¬ 
portant  component  of  political  cooperation.  The 
Atlantic  Charter  and  Article  VII  of  the  Master  E 
Lend-Lease  Agreement  point  the  way  to  achiev¬ 
ing  the  goal  of  economic  cooperation.  Our  oil  pol¬ 
icy  can  provide  either  a  swift  approach  or  a  for¬ 
midable  obstacle  to  the  achievement  of  that  goal. 

What  points  should  an  international  agreement 
cover  It  would  be  useless  to  seek  what  is  perfect 
instead  of  what  is  possible.  Different  countries  ! 
have  different  oil  laws,  and  they  cannot  be  ex-  j 
pected  to  make  them  uniform  overnight.  Russia 
gives  no  sign  that  it  will  amend  its  policy  of  ex-  > 
eluding  alien  enterprise.  The  Latin  American  : 
countries  maintain  their  governmental  ownership 
of  the  subsoil.  So  long  as  statesmen  cannot  im¬ 
prove  the  world’s  system  of  distributing  goods, 
economic  agreements  cannot  be  based  on  the 
premise  that  distribution  of  raw  materials  among 
nations  will  be  equable.  But  international  agreement 
could  remove  some  of  the  political  impediments 
to  fair  distribution.  It  is  important  that  all  nations 
should  be  assured  access  to  oil,  whether  crude  in 
the  ground  or  refined  oil  at  a  marketing  point. 
While  in  peace-time  years  oil-buyers  in  all  coun¬ 
tries  usually  have  been  able  to  obtain  what  they 

47.  Address  at  Foreign  Policy  Association  luncheon.  New  York 
City,  April  15,  1944.  See  also  Herbert  Feis,  Petroleum  and 
American  Foreign  Policy  (Stanforil  University,  California, 
1944).  The  pipeline  was  opposed  for  a  variety  of  reasons.  Critia 
of  government  ownership  like  Senator  Rrewster  argued  that  in 
the  pipeline  pro|K)sal  “the  White  House  planners  visualize 
socializing  of  the  oil  business  and  our  other  basic  industries, 
including  transportation.”  See  Congressional  Record,  Febru¬ 
ary  9,  1944,  78th  Congress,  2d  Session,  p.  147Z.  Criticism  of 
the  pipeline  came  also  from  persons  who  foresaw  difficulty  for 
Caribbean  producers  like  Venezuela.  Oil  originating  in  that 
country  has  been  sold  in  large  quantities  in  Europe,  potentially 
the  chief  market  for  the  oil  of  the  Middle  East.  It  is  likely  that 
Wnezuelan  oil  will  be  needed  in  larger  quantities  in  the  United 
States  after  the  war  than  was  the  case  before  1939. 

48.  Haussmann,  World  Oil  Control:  Past  and  Future,  cited. 
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need,  it  must  be  recognized  that  many  countries 
fear  a  time  will  come  when  they  will  not  be  able 
to  get  the  oil  they  want.  The  oil  reserves  controlled 
by  the  United  States  Navy  Department  reflect  in 
part  that  fear. 

To  eliminate  the  irritations  produced  after 
World  War  I  by  the  exclusive  oil  policies  of  the 
British  and  Dutch,  an  international  oil  agree¬ 
ment  should  provide  in  the  first  place  for  the 
“open  door”  for  all  nations  in  oil  countries  which 
permit  alien  companies  to  drill  within  their  bor¬ 
ders.  Such  a  policy  would  have  to  take  into  con¬ 
sideration  existing  concessions  in  any  country  and 
not  unfairly  force  companies  already  on  the  scene 
to  share  their  rights  with  new  rivals. 

Secondly,  an  international  oil  agreement  should 
keep  the  “open  door”  open  in  the  future,  to  re¬ 
move  the  frictions  caused  by  Red  Line  agreements. 
To  remove  a  threat  to  stability  in  the  marketing 
of  oil,  it  should  also  control  private  cartels.  An 
outright  order  of  dissolution  for  existing  cartels 
'  might  have  far-reaching  consequences  which 
would  render  such  action  impractical,  but  the 

I  establishment  of  new  cartels  could  be  banned. 

Thirdly,  an  international  agreement  should  seek 
^  to  improve  the  lot  of  the  peoples  of  those  oil-pro- 
I  ducing  countries  whose  petroleum  is  exploited 
j  almost  entirely  by  outsiders.  For  this  purpose  it 
I  should  set  minimum  labor,  wage  and  royalty 
I  standards  for  operations  connected  with  petroleum 
production.  The  Foreign  Economic  Administra- 
j  tion  has  shown  the  practicability  of  fixing  labor 
1  and  wage  standards  by  specifying  standards  in 
contracts  it  concludes  with  other  countries.  The 
standards,  of  course,  would  vary  in  different  coun- 
I  tries,  for  the  working  man  requires  less  on  Bahrein 
1  Island  than  he  docs,  say,  in  Rumania. 

The  Arabian  American  Oil  Company  has  fol¬ 
lowed  a  practice  of  making  local  improvements 
in  Saudi  Arabia,  where  it  has  dug  water  wells  and 
established  schools  and  hospitals  for  its  employees 
and  their  families.  The  International  Oil  Com- 
.  pany,  a  subsidiary  of  Standard  of  New  Jersey,  has 
I  a  social  program  in  Peru.  International  agreement 
j  on  a  set  of  labor  and  wage  standards  would  pro¬ 


vide  a  fair  basis  on  which  countries  that  seek  oil 
could  request  countries  that  produce  it  to  refrain 
from  expropriating  alien  properties.  Resentment  of 
some  of  the  practices  of  foreign  oil  producers  has 
often  in  the  past  provoked  demands  for  expropria¬ 
tion. 

Finally,  an  international  agreement  should  pro¬ 
vide  for  the  assignment  of  oil  to  the  armed  forces 
which,  it  is  assumed,  will  be  used  to  safeguard 
world  peace  under  the  aegis  of  the  international 
organization  the  United  Nations  hope  to  establish. 
It  should  also  make  it  possible  to  withhold  petrole¬ 
um  resources  from  states  which  give  signs  that 
they  will  misuse  oil  for  anti-social  military  pur- 
poses.^'^  One  difficulty  in  the  way  of  denying  oil 
to  potentially  aggressive  countries  is  that  they  can 
resort  to  synthetic  production.  This  problem,  how¬ 
ever,  raises  the  ejuestion  of  world  industrial  con¬ 
trol  rather  than  of  world  oil  control.  Presumably 
the  future  of  the  petroleum  industry  of  Germany 
and  Japan  is  already  under  consideration  by  the 
United  Nations  governments.’” 

On  international  agreement  concerning  these 
four  points  will  depend  the  future  of  world  peace 
and  of  the  United  States  so  far  as  they  are  influ¬ 
enced  by  modern  man’s  need  for  oil.  It  would  be 
desirable  if  governments  of  other  oil-producing 
countries  adopted  the  domestic  policy  of  the 
United  States,  and  discouraged  over-production.  In 
that  way,  they  could  both  safeguard  their  own  re¬ 
serves,  and  prevent  a  temporary  oversupply  of  oil 
that  might  be  followed  by  a  period  of  scarcity. 
The  goal  of  both  domestic  and  international  pol¬ 
icy  should  be  to  make  oil  available  to  all  for  as 
long  a  period  as  possible  in  a  manner  that,  to  the 
greatest  practicable  degree,  would  obviate  disputes 
among  nations. 

^9.  In  the  iQin's  scver.il  nations  recounized  the  importance 
of  oil  for  preparation  for  a>;)iression.  Foreign  Secretary  Eden 
suggested  the  imposition  of  League  sanctions  on  oil  destined  for 
Italy  in  19.15,  when  that  c»)untry  was  at  war  with  Ethiopia, 
hut  this  measure  proved  fruitless  partly  because  the  United 
States  was  not  a  member  of  the  Lc.igue  of  Nations.  In  1941  the 
United  States  embargoed  shipments  of  aviation  gasoline  to  Japan. 

50.  \eu’  York  Times,  May  15,  1944,  reported  from  Lon¬ 
don  that  the  British  Foreign  Office  is  considering  the  possibility 
of  retaining,  after  victory,  a  sort  of  economic  warfare  system 
f«pr  imposing  checks  on  potential  aggressors. 
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Foreign  Ownership  of  Oil  Properties 

By  O.  K.  D.  Ringwood  and  Blair  Bolles 

In  countries  which  permit  oil  drilling  and  ex-  subsidiary  Anglo-Iranian  Oil  Company  (India), 
ploration  by  alien  companies,  firms  representing  Ltd.;  Shell  Group  through  subsidiary  Asiatic 
United  States  and  British  interests  predominate  Petroleum  Company  (India),  Ltd. 
among  the  outsiders.  The  foremost  companies  Iran — Anglo-Iranian  Oil  Company  and  subsid- 

among  those  which  seek  oil  in  countries  outside  iaries  First  Exploration  Company,  Ltd.,  Kerman- 
their  own  are  the  Shell  Group  (British  and  shah  Petroleum  Company,  Ltd.,  and  North 
Dutch),  the  Anglo-Iranian  Oil  Company  (British),  Iranian  Oils,  Ltd. 

the  Standard  Oil  Company  of  New  Jersey,  the  Iraq — Iraq  Petroleum  Company;  B.  O.  D.  Com- 
Socony-Vacuum  Oil  Company,  the  Standard  Oil  pany.  Ltd.  (British);  Anglo-Iranian  Oil  Company 
Company  of  California,  The  Texas  Company,  and  subsidiaries  Khanaqin  Oil  Company,  Refidam  Oil 
the  Gulf  Oil  Corporation.  Company  and  Basrah  Oil  Company. 

By  statute  or  by  practice,  the  U.S.S.R.,  Mexico,  Kuwait — Anglo-Iranian  and  Gulf  jointly  through 

Bolivia,  Brazil  and  Chile  forbid  alien  companies  to  subsidiary  Kuwait  Oil  Company,  Ltd. 
drill  or  explore  for  oil.  Below  is  a  table  of  the  lead-  Netherlands  East  Indies — Shell  Group  through 
ing  countries  and  colonies,  besides  those  five  and  subsidiaries  Asiatic  Petroleum  Company  (Feder- 
the  United  States,  which  produce  petroleum,  and  a  ated  Malay  States),  Ltd.,  and  De  Bataafsche  Petro- 
partial  list  of  the  foreign  companies  engaged  in  leum  Maatschappij ;  Standard  of  California  and 
important  oil-extraction  or  exploration  there:  The  Texas  Company  jointly  through  subsidiary 

Bahrein  —  Standard  Oil  Company  of  California  N.  V.  Nederlandsche  Pacific  Petroleum  Maat- 
and  The  Texas  Company  jointly  through  subsidi-  schaapij;  Standard  of  New  Jersey  and  Socony- 
ary  Bahrein  Oil  Company.  Vacuum  jointly  through  subsidiary  Standard- 

British  North  Borneo  (pre-war) — Shell  Com-  Vacuum  through  subsidiary  Nederlandsche  Ko- 
pany  of  British  North  Borneo;  Socony-Vacuum.  loniale  Petroleum  Maatschappij. 

Canada — Standard  Oil  Company  of  New  Jersey  Saudi  Arabia — Standard  of  California  and  The 
through  subsidiary  Imperial  Oil,  Ltd.  Texas  Company  jointly  through  subsidiary  Arabi- 

Ceylon — Anglo-Iranian  Oil  Company  (Ceylon),  an  American  Oil  Company. 

Shell  Oil  Company  of  Ceylon,  Ltd.,  and  Socony-  Trinidad — Standard  of  New  Jersey  through  sub- 

Vacuum.  sidiary  Trinidad  Oilfields  Operating  Company, 

Colombia — The  Texas  Company  through  sub-  Ltd.;  McColl-Frontenac  Oil  Company,  Ltd.;  Can- 
sidiary  South  American  Gulf  Oil  Company;  The  ada,  through  subsidiary  Antilles  Petroleum  Com- 
Texas  Company  and  Socony-Vacuum  jointly  pany.  Ltd.;  Trinidad  Development  Corporation 
through  subsidiary  Colombian  Petroleum  Com-  (half  ownership  by  British  Controlled  Oilfields, 
pany;  the  Shell  Group  through  subsidiary  Com-  Ltd.,  Britain). 

pania  Colombiana  de  Petroleo  El  Condor;  Stand-  Venezuela — British  Controlled  Oilfields,  Ltd., 

ard  of  New  Jersey  and  Socony-Vacuum  jointly  through  subsidiaries  The  Araguao  Exploration 
through  subsidiary  Standard  Vacuum  Oil  Com-  Company,  the  Bolivar  Exploration  Company,  Cen- 
pany  through  subsidiary  Equatorial  Oil  Company,  tral  Area  Exploration  Company,  and  Antonio  Diaz 
Egypt — Standard  of  New  Jersey  through  sub-  Oilfields;  Standard  of  California  through  subsid- 
sidiaries  AGWI  Petroleum  Corporation,  Ltd.,  and  iary  California  Standard  Exploratory  Company; 
British  Mexican  Petroleum  Company,  Ltd.;  Anglo-  Standard  of  New  Jersey  through  subsidiary  Creole 
Iranian  Oil  Company  through  subsidiaries  Anglo-  Petroleum  Company;  Petrolera  Las  Mercedes 
Iranian  Oil  Company  (Egypt),  Ltd.,  and  D’Arcy  S.A.  (half  ownership  by  The  Texas  Company); 
Exploration  Company;  Shell  Group  through  sub-  Consolidated  Oil  Corporation  (Sinclair)  through 
sidiary  Belpetrole  (Egypte)  S.A.;  Standard  of  Cali-  subsidiary  Cia  Consolidada  de  Petroleo;  The  Gulf 
fornia  through  subsidiary  Egyptian  Desert  Pe-  Oil  Corporation  through  subsidiary  Venezuelan 
troleum  Company,  Ltd.;  Socony-Vacuum  through  Gulf  Oil  Company;  Atlantic  Refining  Company, 
affiliates  Franklin  Railway  Oil  Corporation,  Gen-  New  York,  through  subsidiary  Gulf  of  Maracaibo 
eral  Petroleum  Company  and  Supreme  Pacific  Oil  Oil  Company;  The  Sun  Oil  Company,  Philadel- 
Cx>mpany,  Inc.;  The  Texas  Company  through  af-  phia,  through  subsidiaries  Beacon  Sun  Company 
filiate  Texas  Medicinal  Petroleum  Company,  Ltd.  and  Venezuela  Sun,  Ltd.;  Orinoco  Oil  Company 
Federated  Malay  States  (pre-war) — Shell  Group  (75  per  cent  ownership  by  Pure  Oil  Company, 
through  subsidiary  Asiatic  Petroleum  Company  New  York  City) ;  Ultramar  Exploration  Company, 
(Federated  Malay  States),  Ltd.  British;  Shell  Group,through  subsidiary  Venezuelan 

India — Anglo-Iranian  Oil  Company  through  Oil  Concessions,  Ltd. 
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